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The May 25th farmdoc daily post entitled “Economics of Prevented Planting in Corn” noted that net
returns from prevented planting likely will be competitive with net returns from planting corn. A number of
readers commented that upside revenue potential is given up by taking a prevented planting payment
rather than planting corn. This is true. In this post, net returns from planting corn given different harvest
prices and actual yields are examined.

Net returns for planting corn one day after final planting date

Table 1 shows net returns from planting corn for a situation more fully described in the May 25th post :

Costs incurred if corn is planted equal $395 per acre,

Revenue Protection (RP) policy with an 80 percent coverage level,

The Actual Production History (APH) yield equals 150 bushel per acre,
The projected price for corn is $6.01 per acre,

Planting takes place one day after the final planting date, and

The basis between the harvest price and the cash price at harvest is -$.30.
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Table 1. Net Returns from Planting Corn for Different Harvest Prices and Yields with a Revenue
Protection Policy at an 80% Coverage Level for Planting 1 Day after Final Planting Date.

Harvest Cash Actual Yield
Price  Price 80 100 110 120 130 140 150 160

S/ bu. s/ bu. S per acre
4.75 4.45 292 289 286 283 280 277 274 317
5.00 4.70 292 289 286 283 280 277 310 357
5.25 4.95 292 289 286 283 280 298 348 397
5.50 5.20 292 289 286 283 281 333 385 437
575 545 292 289 286 283 314 368 423 a77
6.00 570 292 289 286 289 346 403 460 517
6.25 5.95 321 318 315 319 379 438 498 557
6.50 6.20 350 347 344 349 411 473 535 587
B.75 B.45 380 377 374 379 444 S08& 573 637
7.00 6.70 410 407 404 409 476 543 610 677
7.25 5.95 439 436 433 439 509 578 B48 717
7.50 7.20 469 466 463 469 541 613 B&5 757
7.75 7.45 499 496 493 499 574 648 723 797
8.00 7.70 528 525 522 529 606 B83 760 837

Net returns from planting corn equal:

Crop revenue at harvest (i.e., actual yield at harvest x cash price at harvest)+ RP crop insurance
payment — $395 cost incurred by planting corn.

Crop revenue is valued at harvest using a cash price. The RP insurance payment equals the guarantee
minus revenue for crop insurance purposes, when revenue is less than the guarantee. The guarantee will
increase when the harvest price is above the projected price, as RP uses the higher of the projected or
harvest price when calculating the guarantee.

Note that revenue for crop insurance differs from crop revenue at harvest. In its calculations, RP uses the
harvest price, which is based on futures prices. On the other hand, crop revenue uses a cash price to
value actual yield. At stated above, the cash price is assumed $.30 lower than the harvest price. The
difference causes what may first appear as anomalies in Table 1: revenue decreases as yield increases
at low yield levels. At a $4.75 harvest price, for example, net returns are $292 for 90 bushel of actual yield
while net returns are lower at $289 for 100 bushels of actual yield. At both the 90 and 100 bushel yield
levels, crop insurance payments are being received. The 10 bushel increase from 90 to 100 bushels
causes 10 bushels less to be valued at $4.75 for crop insurance as compared to $4.45 for cash sales.

In Table 1, net returns in red are above the $401 per acre net return from prevented planting. Net return
from prevented planting equals a $433 prevented planting payment minus $15 per acre weed control
costs minus $17 per acre crop insurance premium. The $433 prevented planting payment equals the 150
bushel APH yield times $6.01 base price times 80 percent coverage level times 60 percent prevented
planting factor. Higher prevented planting buy-ups would result in higher prevented planting payments.

Note that net returns from planting corn exceed taking the prevented planting payment when harvest
prices exceed $7.00 per bushel. Given the example, this implies a cash price of $6.70. The possibilities of
prices above these levels are real, particularly if low total production of corn takes place. Somewhat
ironically, the more acres that are placed in prevented planting, the more likely there will be production
shortfalls, potentially leading to higher corn prices.

Net returns at 26 days after final planting date

Table 1 shows net returns one day after the final planting date. The revenue guarantee decreases after
the final planting date by 1 percent per day for the next 25 days. After 25 days, the guarantee is 60
percent of the original, exactly the same as the prevented planting payment given no prevented planting
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buy-up. Because of the declining guarantee, net returns from planting corn change each day after the

final planting date.

Table 2 shows the net returns when the revenue guarantee is 60 percent of its original. As can be seen,
higher yields and/or higher prices are needed to cause net returns from planting corn to exceed net
returns from prevented planting. Moreover, only one of the price-yield combinations in Table 2 has an
insurance payment: A $5 insurance payment occurs at a $4.75 harvest price and a 90 bushel yield.

Table 2. Net Returns from Planting Corn for Different Harvest Prices and Yields with a Revenue

Protection Policy at an 80% Coverage Level for Planting 26 Day after Final Planting Date.

Harvest Cash Actual Yield
Price Price 90 100 110 120 130 140 150 160

S/bu.  S/bu Speracre
4.75 4.45 11 50 95 139 184 228 273 317
5.00 4.70 28 75 122 169 216 263 310 357
5.25 4.95 51 100 150 199 249 298 348 397
5.50 5.20 73 125 177 229 281 333 385 437
575 5.45 96 150 205 259 314 368 423 477
6.00 5.70 118 175 232 289 346 403 460 517
6.25 5.95 141 200 260 319 379 438 498 557
£6.50 6.20 163 225 287 349 411 473 255 587
6.75 6.45 186 250 315 379 444 508 573 637
7.00 6.70 208 275 342 409 476 543 e10 877
7.25 6.95 231 300 370 439 509 578 648 717
7.50 7.20 253 325 397 469 541 B13 B85 757
7.75 7.45 276 350 425 499 574 643 723 797
8.00 7.70 298 375 452 529 606 B&3 760 837

APH and planting corn

Besides net returns, another consideration is the impact of planting on APH yields. If late planting corn
has a low yield, that low yield will enter into the calculation of APH yield, potentially having a negative

impact on risk protection in the future.

Summary

Planting corn has upside revenue potential that does not exist if prevented planting payments are taken.
This year there is a real possibility of higher corn prices that could potentially result from yield shortfalls.
Because of declining crop insurance protection, downside revenue risks increase the further planting

takes place from the final planting date.

Also, taking prevented planting is not an all or nothing decision. Some acres can be planted to corn and
prevented planting can be taken on other acres.
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